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City of Tukwila, Washington 

Update on Financing Plan for 
Tukwila International Boulevard Redevelopment Project 

As of November 11, 2014 

Overview 

Upon approval of the Financing Plan by City Council on September 2nd, PFM proceeded to seek financing 
proposals for the Tukwila International Boulevard Redevelopment project: specifically, a short term line of 
credit (approximately $2.25 million) and a long term 20-year bond (approximately $3.85 million). PFM 
contacted approximately ten banks, on behalf of the City, and received five proposals for the short term 
line of credit and four proposals for the long term component. 

The Line of Credit 

Five banks provided proposals for the the line of credit component of the financing with interest rates 
ranging from 1.23% to over 3.0%.  The lowest interest cost proposal was provided by Bank of The West 
(“BOTW”), with an indicative interest rate of 1.23% for a term of 3 years (interest only).  A summary of 
competitive proposals and related terms is attached as Exhibit A.  

The indicative interest rate of 1.23% from BOTW is based on the current LIBOR rate (0.23%) plus 1.00%.  
This rate will be variable and reset every 1, 3, or 6 months, as determined by the City’s Finance Director 
at the end of each reset period.  A history of LIBOR rates is shown in Exhibit B.  The City may prepay the 
line of credit at any time, except within the term of each 1, 3 or 6 month LIBOR commitment period.   

The rate provided by BOTW is in the same range as discussed previously with the Committee. The 
Financing Plan proposal assumed a rate of 1.25%. 

PFM recommends that the City move forward with BOTW for the short term line of credit, subject to 
negotiation of final terms and covenants. 

The Long Term Component 

Four banks submitted proposals for the long term component of the financing. The indicative rates ranged 
from approximately 3.00% to 6.34%. The lowest rate, estimated at approximately 3.00%, was submitted 
by Zions First National Bank (“Zions”).  A summary of competitive proposals is attached as Exhibit C. 

The proposal submitted by Zions is made up of two components, with different rate modes. The first ten 
maturities would have fixed interest rates (similar to a fixed rate bond issue); these rates will not change 
for the duration of the financing.  The second component is a term bond that matures in 20 years, with 
principal amortizing in years 11 through 20.  The interest rate for the second component would be fixed 
for the first five years, and would reset every five years based on a specified index.  The City may choose 
to view the financing as a Series A and a Series B.  Series A is a 10 year fixed rate bond for 
approximately $1.6 million and Series B is a 20 year term bond for approximately $2.2 million that pays 
interest-only for the first 10 years, and amortizes over the last 10 years of the 20 year term. The Series B 
rate is variable, with the rate to be reset each 5 years based on the 5-year Advanced Fixed Bullet Rate 
quoted by the Seattle Federal Home Loan Bank (currently 1.85%), divided by 0.65.  
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Annual debt service under this financing structure will be approximately $260,000 for the first 5 years. The 
first rate reset for Series B would occur in 2019. Exhibit E shows historical 5-year Seattle Federal Home 
Loan Bank rates. 

We compared the Zions proposal to a publicly offered 20-year fixed rate bond issue, which would have 
estimated annual debt service of $281,000, as compared to $260,000 for the Zions proposal, (based on 
current market rates.)  If the rates were reset at a rate 0.70% higher in each of the three resets (i.e. the 5-
year index at approximately 2.55% for each rate reset), debt service would be equal to the potential bond 
offering. Estimated debt service for a bond offering in the current market is substantially the same as the 
estimated debt service in proposed Financing Plan. Although the Zions proposal exposes $2.2 million of 
financing to interest rate risk after five years, it has the advantage of initial lower debt service costs, the 
ability to prepay after five years, and a simpler implementation process.  The rate exposure is limited to 
the movement of the 5-year Seattle Home Loan rate, correlated with the 5-year Treasury rate (shown on 
Exhibit E), as compared to higher long term rates today.  

PFM recommends moving forward with Zions bank for the long term portion of this financing. 

We look forward to discussing these rate proposals and our recommendations on November 17th. 

 

Susan Musselman, Director 
Duncan Brown, Senior Managing Consultant 
Marc Ragan, Analyst 
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